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TAX NEWS

LOUISE A. SALLMANN, C.P.A.
Oakland, California

Controversial Corporations are headlining
the Tax News this season. After many pro
and con court decisions, the long-awaited
Treasury guidelines for determining when an
unincorporated group will be considered an
association taxable as a corporation, have
been defined. The definition is currently in
the form of proposed regulations which are
anticipated to be finalized effectively by Jan
uary 1, 1961. In the interim period it is ex
pected that the Internal Revenue Service will
follow the proposed regs.
Heretofore, many associations of profes
sional persons have been precluded from in
corporating under State Laws which frown
upon the practice of medicine, law, account
ing, architecture, etc. by a corporation. By
reason of such state laws, the self-employed
individual was unable to place himself in the
position of a corporate employee who may
obtain certain tax advantages under Federal
tax laws.

Dr. Kintner of Montana and his associates
successfully used “an association” treated as a
corporation for Federal tax purposes although
not actually incorporated under the State law.
The Kintner case established the transforma
tion of a partnership into such an “association”
that the Court said it met enough of the tests
so as to be treated as a corporation. As a re
sult Kintner and his associates obtained the
benefits of coverage under a qualified pension
plan.
Now without any further legislation like
the Simpson-Keogh bill members of profes
sional partnerships will be able to enjoy the
benefits of pension and profit-sharing plans as
well as other fringe benefits currently avail
able to corporate officers and employees.
Careful consideration of the regulations is
necessary because the Code says only “The
term ‘corporation’ includes associations, jointstock companies, and insurance companies.”
The proposed regulations list six basic traits
of corporations which can cause a partnership
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enforce the prescribed mechanics. The internal
auditing division is an organization entirely
separate from the accounting division. The
staff of internal auditors serve the needs of
the controller and management in many ways:
review compliance with the established ac
counting standards and processes; conserve the
assets of the utility by protecting against acts
of dishonesty or carelessness, and verify the
data provided by the regular accounting
process.
In addition to the auditing division, which
works daily to analyse, perfect and examine
the utility’s operations, independent certified
public accountants examine the balance sheets
and related statements of income annually.
The balance sheet is prepared to show the fi
nancial condition of the utility as a going con
cern. Management uses financial statements
to keep itself informed and, as a public rela
tions medium, presents them to the customer
owners whom the utility serves. Again, when
management wishes to finance operations
through the sale of bonds, interested invest
ment brokers screen the statements to secure
a financial picture of the Department.
The Department of Water and Power of
the City of Los Angeles is a self-supporting
utility business. Its revenues meet operating
costs, pay interest and principal on bonded
debt, contribute to the General Fund of the
City of Los Angeles, and pay part of the
cost of its multi-million dollar construction
program. The remaining cost of new con
struction is financed through the issuance of
revenue bonds to be retired from future
revenues. This sound, consistent policy results
in no financial burden or restriction on the
taxpayers of the City.

or other group to be an “association.” These
are:
(1)
Associates—more than one person
(2) An objective to do business and divide
profits
(3)
Centralization of management
(4)
Continuity of life
(5)
Limited liability
(6)
Free transferability of interests.
The detailed definitions of these traits must
be carefully analyzed because the presence of
several is mandatory whereas the absence of
others is not necessarily fatal.

(Continued from page 11)
equipment automatically assigns the amount
to be withheld for income tax, and prints a
register which is checked by the paymaster
for conformity with exemption certificates and
other provisions. By associating these summary
cards with a name card which has been copied
also from the master card, the payrolls and
pay checks are prepared. They are then trans
mitted to the Civil Service Department of the
city where they are checked to determine the
legality of tenure of each employee in the
Civil Service class indicated on the payroll.
Then in turn the checks are released to City
Controller for further signature in addition to
the signature of the Chief Accounting em
ployee, who is the Controller.
There will not be time to describe many
other aspects of utility accounting, but one
great part of accounting that is vital is the
commercial accounting and customers’ services.
When it is considered that this great utility
in the City of Los Angeles made over eight
and one-half million meter readings a year
and rendered over six million bills for water
and electric services, it is easy to understand
that accounting for revenues from the sale of
water and electricity is a tremendous job.
The Department has adopted the practice
of reading residential, and most commercial
industrial meters, and billing these ac
counts bimonthly, thereby effecting a sub
stantial savings on accounting and collecting
expenses.
The stub plan of billing is used, and through
tabulating equipment, a scheduled serial, or
an exact number of bills, are computed and
mailed regularly each day. Much of the work
is repetitive, but each operation is so con
trolled that each day’s billing charges are
balanced and rate blocked so that the total
of all bills balance before they are mailed
each day.
Although accounting procedures are care
fully written and incorporate internal checks,
constant review of procedures is required to

(Continued from page 8)
the cash receipts and disbursements for a
future period of time. By estimating cash
deficiencies up to the month in which receipts
are expected to exceed disbursements, the
financial requirements of the business are de
termined. To this amount of expected cash
deficiency a sum would be added for the
normal cash balance to be kept on hand.
It should be emphasized that the matter of
financial planning is a fundamental element in
a successful promotion. Small businesses fre
quently doom themselves to failure at the
outset. Common errors are: insufficient allow
ance for working capital; lack of appreciation
for the need of a certain minimum volume of
sales to make the business break even; under
estimate of operating expenses, and no allow
ance for initial operating losses. It is essential
that sufficient cash is available to operate the
business and to keep the bills paid.
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